
STATE OF NET| YORK

STAlrE TA)( COITI}iISSION

Xn the Matter of Petitlon

of

GENERAL_ qIGNAL gORPORA!r rog

for refund of franchLae tax
under Artlcle 9-A of the tax
Law for 1968

ceneral Signal eorporation havLng filed a petltlon

for refund under Artlcle 9-A of the tax law for 1968, an'il a

hearLng havLng been held at the office of the State Tax ConmLsgion,

State Campuo, Albany, New York, tt whlch hearing E. Kantor,

Director of tlaxes of the cortrnratLon' and K' R' Parkcr' ccrtift'cd

Public Accountant, appeared and the reeord havlng been duly

examined and congidered by the State Tax Commieaion,

It Le hereby foundl

(1) The corporatLon fiLed a franchLec trx rGturn for

1968 addLng back to Federal taxable income $5,2931948 rePresentl'ng ca!)-

ital stock LnveEtment Ln and notes receivable artslng from loang

to Lte wholly owned subsidiary, Avion Electronlce, Xne', ("AvloD').

r|lhis anount waa coneidered worthlesg and had been taken a! t

deduct,ion in arrLving at, Federal taxable income. lFhe anount war

added back by the taxpayer on form CIf-3 at Schedule B, Item 4.

(2) Subsequentlyr the tanpayer ftled a claLn for ref,und

and amended return for 1968 adding back only $118331855, whLeh

represented the worthlese capital stock investment in AvLon.

(3) Avion (now P,A.E.I .Co.)  waa Lncorporated Ln

Delaware on February 23, 1966 and was engaged in the nanufacturc

of eleetronics. It ftted New York State franchLee tax returns

under ArtLcle 9-A for the yeare 1966 through 1970. Itl raturn for

1968 reflected Lntereet

$180,721 was added back

9200,801 to Lte parent, of whlch 9096 or

Avion on form Cf-3 at Schadulc Br ltcm 3.
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Federal tanable losa of g413111167 waa report,ed at ltern l.

General $ignal Corporation treated the interest lncone

from Avlon as business income on ite original. return for 1968 and

as inveatmant Lncome on it,a amanded return for that year.

(4) Based on a field audit oramlnatl.on conductcd by

Lts Buffalo Dletrlct, office on Avion and General Signal CorporatLon,

the CorporatLon Tax Bureau detennlned that Avion wae not subJect

to New York State franchige til(. Credits were isaued to that

corporation for the ta:res pald for the years t966 through L97O.

and applLed against added taxes aaserted against Gencral Signal

Corporation.

(5) The Corporatl.on Ta:r Bureau determLned that the

$3r459r394 worthleeg noteg receivable from Avion wae not a proper

deduetl.on tn eomputing entire net income of General Signal

Corporatl.on. Based on the field audit examlnatLon, a statement

of tax reduetlon vraa issued for 1968 indlcatLng an overaEsesement

of tan in the amount of $18,315.00, whLch was applied as a credLt

agaLnst a notLce of deficiency for 1969. The only iten ln diapute

lg the digallowance of the deductl.on of $3r4591394.

(6) Section 2OB of the tatr law reada in partr

"3. t[he berm reubeldlaryn meanlt a corporatlon
of which over ftfty per centum of the number
of shares of sbock entLtl ing the holderg
thereof to vot,e for the election of dlrectors
or trugteeg is ordned by the taxpbyert

t'4. The Lerrn I eubgLdLary ' eapl.tal I meana
Lnvestments in the stock of gubaLdiarlct
and any lndebtedneaa from eubsldlarleg t . .
on ChLch inter€st le not elalmed and
dcducted by the cubsLdlary for purpoaes of
taxation under articles nine-ar nine-b,
o rn ine-g . . . "

Section 208.9 of the tax Law reade ln partr

" (a) Ehti.re net lncome ahall not inelude:
" (1) Ineome, galns and losEee from eubaidlary
capLtal  .  .  . "
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The Sbate Tax eommlssion hereby

DECfDE$ s

(A) The elect ion in Sect ion 208.4 is appl icablc

only in those eases where the subsidlary is subJect to Nefl

York State franehlse tax and fi lee a return elaiming a deduetl,on

for interest paid to its parent. since Avion was not taxable,

i t  could not make a val ld eleetLon. The amount of  93,4591394

rePresenting worthlees notee receivable from AvLon ls thereforc

subsidLary capital, ancl a deduction for such rogg cannot be

claimed pureuant to Sect ion 208.9(a) ( l )  of  the tax law.

(B) The eredl t  for  overaasessment of  $18r316.00

indicated in (5) ls affirmed and taxpayerre petlt ion for a

larger eredit ie denied.

Datedr Albany, Nehr York

thia 24th day of  October L974.


